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Learn about trust accounts. Discover a trust account definition, how a 
trust account works, the types of trust accounts, and their benefits and 
downsides. 
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What is a Trust Account? 


The definition of a trust account is a fiduciary account created by an 
individual or organization (the "grantor"), in which the funds are 
managed by an entity (the "trustee") and another party (the 
"beneficiary") is given the right to withdraw funds for specific purposes. 
Trust accounts are commonly used to manage money or property on 
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behalf of someone else, such as a child, elderly parent, or disabled 
family member. They are also used in business to hold funds for 
customers, vendors, or employees. 


The main purpose of a trust account is to protect the beneficiary's assets 
and ensure that they are used for their intended purpose. For example, 
if a parent opens a trust account for their child's education, the account 
will be used to cover tuition and other related expenses. The beneficiary 
will not have access to the funds until they reach the age of majority or 
are otherwise able to manage their own finances. 


Trust accounts are typically managed by banks, trust companies, or 
other financial institutions. The grantor must open the account and 
designate the beneficiary, as well as any other parties who may be 
involved in its management. The grantor can also specify how and when 
the funds will be disbursed. 


Trust Account Meaning 


It is important to note the meaning of the word trust in the term trust 
account. The word "trust" is used because the grantor is entrusting the 
beneficiary with the assets in the account. It is also used because the 
grantor is trusting the financial institution to manage the account 
according to their instructions. 


The term "trust account" implies that the relationship between the 
grantor and beneficiary is one of trust. The grantor must have 
confidence in the beneficiary's ability to use the funds for their intended 
purpose. Trust accounts are different from other types of accounts 
because they involve a fiduciary relationship. This means that the 
financial institution has a legal responsibility to act in the best interests 
of the beneficiary. 


Trust accounts are different from other types of accounts in that they 
are created for a specific purpose and are typically managed by a third 
party. For example, this is different from a savings account which is 
created for the purpose of saving money and is typically managed by the 
account holder. 
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How Does a Trust Account Work? 


A trust account is created when the grantor (the individual or 
organization who opens the account) designates a beneficiary (the 
person who will receive the funds from the account) and gives them the 
right to withdraw money for specific purposes. In some types of trust 
accounts, the grantor has full control over the account and can modify 
or terminate the arrangement at any time. In other types, the beneficiary 
may have some degree of control over the account, depending on the 
terms of the trust. 


The beneficiary does not have access to the funds in the account until 
the grantor specifies that they can be withdrawn. For example, a parent 
may open a trust account for their child's education and specify that the 
funds can be withdrawn when the child reaches the age of 18. The 
trustee (the party who manages the account on behalf of the 
beneficiary) is responsible for ensuring that the funds are used for their 
intended purpose. 


Types of Trust Accounts 


There is a large variety of kinds of trust accounts. Examples of several 
common types of trust accounts include revocable and irrevocable 
trusts, blind trust funds, unit trust funds, and common trust funds. 


e Revocable trust: A revocable trust is a type of trust that can be 
modified or terminated by the grantor at any time. The grantor 
has full control over the assets in the account and can withdraw or 
transfer funds as they see fit. 


e Irrevocable trust: An irrevocable trust is a type of trust that 
cannot be modified or terminated by the grantor once it has been 
created. The grantor gives up all control over the assets in the 
account and cannot withdraw or transfer funds. 


e Blind trust: A blind trust is a type of trust in which the grantor 
entrusts the assets to a third party (the trustee) without knowing 
how they are being invested or managed. The trustee has full 
discretion over how the assets are invested and used. 


e Unit trust: A unit trust is a type of trust that invests in a pool of 
assets, such as stocks, bonds, or real estate. The trustee manages 
the investment portfolio on behalf of the beneficiaries and 
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distributes the earnings to them according to their units of 
ownership. 


e Common trust: A common trust is a type of trust that is created 
by a group of grantors for the benefit of a group of beneficiaries. 
The assets in the account are held and managed jointly by the 
trustees on behalf of all the beneficiaries. 


Benefits and Downsides of Trust 
Accounts 


There are several advantages and disadvantages of trust accounts. 


Advantages: 


e They can help to avoid probate. This means that the assets in 
the account do not have to go through the legal process of being 
divided up after the grantor dies. 


e They can provide protection from creditors. The assets in the 
trust are not considered to be part of the grantor's estate and are 
therefore not subject to creditors’ claims. 


e They can help to save taxes. The assets in the trust are not 
subject to estate taxes when the grantor dies. 


e They can be used to manage assets for minors or for people 
with special needs. The trustee has the legal responsibility to 
ensure that the funds are used for the benefit of the beneficiary. 


Disadvantages: 


e The grantor has less control over the assets in the trust. In some 
cases, once the trust is created, the grantor cannot make changes 
to it without the consent of the beneficiaries. 


e It can be difficult to set up a trust account. You will need to find 
a trustee who is willing to take on the responsibility and who has 
the necessary skills to manage the trust. 


e The assets in the trust are not always easy to access. The trustee 
may need to get court approval before they can distribute the 
funds to the beneficiaries. 


e There are costs associated with setting up and maintaining a 
trust such as legal and accounting services. 
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Recordkeeping and Liability 


There are important requirements regarding recordkeeping and liability 
in trust accounts. It is the responsibility of the trustee to keep accurate 
records of all transactions in the trust account. This includes deposits, 
withdrawals, and transfers of funds. The records should be kept in a safe 
place and be available for inspection by the beneficiaries at any time. 
Additionally, a trust account should be set up with a financial institution 
insured by the FDIC. The FDIC insures deposits up to $250,000 per 
account. 


The trustee is also responsible for ensuring that the assets in the trust 
are properly invested and managed. They may need to seek professional 
advice in order to do this. The trustee owes a fiduciary duty to the 
beneficiaries. This means that they must act in the best interests of the 
beneficiaries and not in their own interests. Failing to properly maintain 
a broker or beneficiary's trust account can result in a loss of licenses, 
criminal liability, and regulatory sanctions. For example, if the trustee 
breaches their fiduciary duty, they may be liable for any losses suffered 
by the beneficiaries. The personal funds of a salesperson, trustee, or 
broker should never be commingled with funds held in a broker's trust 
account. 


Assuming all other regulatory requirements are met, a licensed 
salesperson or trustee may make withdrawals from their broker or 
beneficiary's trust account if the broker or beneficiary gives written 
authorization to do so. 


Lesson Summary 


A trust account is a legal arrangement whereby a trustee holds and 
manages assets on behalf of a beneficiary. There are generally three 
parties involved in the establishment, management, and benefits of a 
trust account: the grantor, the trustee, and the beneficiary. The 
grantor is the person who creates the trust and transfers assets into it. 
The trustee is the person who manages the trust and is responsible for 
investing and protecting the assets. The beneficiary is the person who 
receives the benefits of the trust, which can include income, capital 
gains, or both. The trust account can help to avoid probate, save taxes, 
and protect assets from creditors. There are downsides as well such as 
the grantor losing control over the assets and the trustee having a 
fiduciary responsibility to the beneficiaries. 
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There are important requirements regarding recordkeeping and liability 
in trust accounts. The trustee must act in the beneficiary's best interests. 
A failure to maintain a broker or beneficiary's trust account properly 
may result in the loss of licenses, criminal responsibility, and regulatory 
penalties. A trust account should be set up with a financial institution 
insured by the FDIC in order to protect the funds. This is because the 
FDIC insures deposits up to $250,000 per account. The personal funds of 
a salesperson, trustee, or broker should never be commingled with 
funds held in a broker's trust account. If all the regulatory requirements 
are met, withdrawals may be made from the beneficiary's trust account 
if the broker or beneficiary gives written authorization to do so. 


Frequently Asked Questions 


What is the purpose of a trust account? 


The purpose of a trust account is to avoid probate, save on taxes, 
and protect assets from creditors. It can also help with estate 
planning. Also, sometimes businesses use them as a holding place 
for client funds. 


What is a trust account and how does it work? 


A trust account is a legal arrangement in which a trustee maintains 
and manages assets on behalf of a beneficiary. The grantor is the 
creator of the trust and is the person who places assets inside it. 
The trustee is in charge of the trust, as well as managing and 
investing the funds entrusted to him or her. The beneficiary is the 
individual for whom the benefits of the trust will be given. 


Why would you open a trust account? 


The most common reason is to avoid probate. Probate is the legal 
process of distributing a person's assets after they die. It can be 
expensive and time-consuming, so many people choose to set up a 
trust account instead. This way, their assets can be distributed 
according to their wishes without going through probate. Another 
common reason to open a trust account is to save on taxes. If the 
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grantor sets up the trust so that the beneficiary will receive the 
assets after they die, then the assets will not be subject to estate 
taxes. 
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